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AT A GLANCE:

Using canine friends to
help clean up Juanita
Creek (page 2 sidebar)

Most revenues increased
over 2013 during the first
half of 2014 (page 3)

Sales tax revenue growth
continued into 2014,
slowing at first, but accel-
erating into the second
quarter (page 5)

In the wider economy the
housing market continues
to improve and inflation
rises slowly (pages 7-8)

Inside this

General Fund revenue ended the second
quarter of 2014 3.7 percent ahead of the
same period in 2013, an increase of $1.53
million. Higher than budgeted revenues
from retail sales tax and building permits,
along with higher property tax collections in
the first half of 2014 were primarily responsi-
ble for the increase. Revenues finished the
first half at 53.9 percent of budget. A
more detailed analysis of General Fund reve-
nue can be found on page 3, and details on
sales tax revenue begin on page 5.

Other General Government Funds reve-
nue finished the first half of 2014 6.0 per-
cent higher than in 2013. Approximately
62% of this increase is in the internal service
funds, where new additions during the mid-
biennial budget process, as well as other cost
increases between years, increased rates
departments pay for IT, Fleet and Facilities.
There was also an increase in property tax
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Summary of All Operating Funds: Revenue

Water/Sewer Operating Fund revenue
through the first two quarters was slightly
higher than in 2013, up 1.8 percent. Atthe
end of the first half of the year, revenue was
45.9 percent of budgeted revenue, due to
water sales being under 50 percent in the
first half of the year. Water sales are tradi-
tionally higher in the second half of the year
so it is likely these categories will reach 100
percent of budget by the end of the year.

Surface Water Management Fund reve-
nues at the end of June were 50.6 percent
of budget. Revenues during the first half of
2014 were 4.4 percent lower than in 2013,
primarily because of a Department of Ecology
grant and internal wage reimbursements re-
ceived in 2013.

Revenue through the second quarter of 2014
in the Solid Waste Fund was 50.1 percent
of budget. This is 3.3 percent higher
than in 2013. Revenue was higher across
residential, commercial and multi-family prop-

issue: . ;
revenues to the Street Fund, Parks Mainte- erties.
. it , nance Fund and Parks Levy fund. As most of o Il in the first si ths of 2014 util
Xpendaitur: .
Surr’:’ma; € these increases were expected revenues for verall, In the Hrst six montns o utility
the first half of 2014 were essentially in line funds revenues were up 1.0 percent com-
et Fuli . with budget at 51.5 percent. pared to the same period last year, and fin-
ished the quarter at 48.2 percent of budg-
Revenue
et.
General Fund 4
Expenditures
Year-to-Date Actual dg % of Budg
% %
Sales Tax Revenue 5-6 Resources by Fund 6/30/2013 | 6/30/2014 | Change 2013 2014 Change| 2013 | 2014
General Gov't Operating:
Economic 7-8 General Fund 40,993,722 42,523,596 3.7%]| 77,699,996 78,890,220 1.5% 52.8% 53.9%
Environment Other General Gov't Operating Funds 11,968,460 12,681,296 6.0% 23,452,132 24,628,836 5.0%| 51.0% 51.5%
Total General Gov't Operating 52,962,182 55,204,891 4.2%] 101,152,128 | 103,519,056 2.3% 52.4% 53.3%
Investment Report 8-9 —
Utilities:
Reserve 10-11 Water/Sewer Operating Fund 10,976,581 11,170,646 1.8%) 24,234,608 24,342,543 0.4% 45.3% 45.9%
Summary Surface Water Management Fund 5,012,867 4,790,143 -4.4% 9,224,823 9,460,539 2.6%| 54.3% 50.6%
Solid Waste Fund 7,703,637 7,961,012 3.3%] 15,954,564 15,875,727 -0.5%) 48.3% 50.1%
Total Utilities 23,693,085 23,921,801 1.0% 49,413,995 49,678,809 0.5%| 47.9%| 48.2%
Total All Operating Funds 76,655,267 79,126,693 3.2%| 150,566,123 | 153,197,865 1.7%] 50.9%| 51.6%




City calls in the dogs to help
sniff out bacteria clues in
Juanita Creek

Talk about your dynamic duo. A Bor-
der collie named Molly and an Australi-
an cattle dog named Crush put their
noses to work recently to help find
sources of human bacteria in and
around Kirkland’s Juanita Creek. The
pair teamed up to sniff close to 100
water samples taken from Juanita
Creek and several of its branches.

The sniff test included uncontaminated
water samples, samples known to
contain animal bacteria, and those
obtained in and nearby Juanita Creek.

The Juanita Creek Watershed feeds
into Lake Washington at Juanita Beach
Park — a popular summer swimming
area.

Why is the City trying such a unique
investigative technique? Because
truly, the nose knows. The dogs can
detect, through scent, the presence of
human fecal bacteria. This tells the
City that sources of contamination are
most likely due to leaking septic tanks
or improper connection of sanitary
sewer systems to the Creek. These
sources present a greater risk to hu-
man health than bacteria from rac-
coons, geese or other animals.

Also, the service is cost effective.
Molly and Crush sniffed closed to 100
samples in a two-day test, each sniff-
ing the same row of samples for quali-
ty control. When they smelled human
contamination, they sat by their dog
handler. The results are being tested
by King County’s Environmental Lab
and are expected in the coming
weeks. If laboratory tests confirm the
dogs findings, future testing can use
just the dogs, resulting in greatly de-
creased costs for detecting problems.

Staff from the City’s Water Quality
Program will follow up with property
owners where the contamination
source was detected.

Financial

Summary of All Operating Funds: Expenditures

General Fund expenditures finished the first half of 2014 up 8.1 percent from 2013. Ac-
tual expenditures finished the second quarter at 48.3 percent of budget. A more detailed
analysis of General Fund expenditures by department is found on page 4.

Other Operating Funds actual expenditures were up 15.2 percent compared to the first
half of 2013, mostly due to higher expenditures in the Information Technology and Fleet
funds. Information Technology expenditures were higher largely because of higher comput-
er replacement costs in 2014. Similarly, Fleet costs were primarily higher because vehicle
replacement costs were higher in 2014 than 2013. Both of these expenditures are higher
some years than others and do not necessarily represent a trend of higher spending.

Water/Sewer Operating Fund actual expenditures finished June 7.6 percent higher
than in 2013. The majority of these additional expenditures were because the City paid two
months metro sewer charge in January 2014, after not paying in December 2013. Therefore,
the city effectively paid for four months during the first quarter of 2014. Additionally, dues
and memberships are paid in full in January, and the combination of these two factors means
expenditures are usually higher in the early part of the year. This has proven true so far in
2014 as first quarter expenditures were higher than the second quarter, and the City expects
this number to continue to normalize as the year continues. Expenditures at the end of June
2014 were 53.1 percent of budget

Surface Water Management Fund expenditures through June 2014 were 4.4 percent
higher than the same time in 2013, due to a small increase in personnel costs between
years. Despite this increase there is still a vacancy in the Surface Water fund, which meant
that expenditures through June were lower than budgeted at 45.4 percent of the yearly
budget.

Solid Waste Fund expenditures were 16.6 percent higher during the first six months of

2014, compared to the same period in 2013. This increase is due to an expected increase in
the cost of the waste disposal contract. As this increase was expected and all other expens-
es were also in line with budget, expenditure finished the first two quarters of 2014 at 50.0

percent of budget.

Year-to-Date Actual % of

% %

Expenditures by Fund 6/30/2013 6/30/2014 Change 2013 2014 Change| 2013 2014

General Gov't Operating:
General Fund
Other General Gov't Operating Funds

34,806,688
8,356,144

37,623,726
9,625,809

8.1%)
15.2%)

74,472,577
20,615,814

77,902,014
20,935,475

4.6%
1.6%)

46.7%
40.5%

48.3%)
46.0%)|

Total General Gov't Operating 43,162,832 | 47,249,535 9.5%] 95,088,391 98,837,489 3.9%| 45.4%| 47.8%
Utilities:
Water/Sewer Operating Fund 10,162,874 10,937,171 7.6% 20,909,022 20,601,544 -1.5%) 48.6% 53.1%)|
Surface Water Management Fund 2,761,110 2,882,586 4.4%| 6,546,354 6,353,316 -2.9%) 42.2% 45.4%|
Solid Waste Fund 6,723,024 7,840,680 16.6% 15,374,063 15,668,380 1.9%| 43.7% 50.0%)|
Total Utilities 19,647,008 21,660,437 10.2% 42,829,439 42,623,240 -0.5%| 45.9% 50.8%
Total All Operating Funds 62,809,840 68,909,972 9.7%] 137,917,830 | 141,460,729 2.6%)|] 45.5%| 48.7%
Management Report as of June 30, 2014 Page 2



Financial

General Fund Revenue

Sales tax revenue allocated to the General Fund through the
second quarter of 2014 was 9.7 percent higher than it was
during the same period of 2013. This was higher than budg-
eted at 56.6 percent of budget because sales tax is budg-
eted on a one year lag. A detailed analysis of total sales tax
revenue can be found starting on page 5.

Property tax finished the first quarter at 52.9 percent of

Management Report as of June 30,

2014

finished the quarter ahead of budget at 52.7 percent.

Development-related fee revenues were collectively down
8.2 percent in the second quarter of 2014, because plan
check fees were down 33.0 percent, while Engineering
Services collected 21.2 percent less than in the same peri-
od in 2013. This was partially offset because Building
Structural and Equipment permits were up 7.0 percent,

following a large permit application for the Google expansion
project received in January. Despite this decrease, develop-
ment related fee revenues were still ahead of budget for the
first half of the year. Collectively development fees were at
65.8 percent of budget at the end of the first quarter, with
Building, Structural and Equipment permits (42.7 per-
cent), Engineering Services (87.3 percent), and Plan-
ning fees (66.9 percent) all being ahead of budget half
way through the year. Only Plan Check fees were behind
with 33.0 percent of budget collected through the end of
June.

budget. Most property tax payments are receipted to the
City in April and October, therefore this number will be close
to 100 percent of budget by the end of the third quarter.

e  Utility tax collections finished June 2014 up 2.0 percent
compared to 2013. This is slightly above budgeted levels at
52.6 percent of budget.

e Other taxes actual revenue was 50.6 percent of budget
at the end of the second quarter of 2014. This is a 6.2 per-
cent increase compared to the same period in 2013, and is
the result of small increases in gambling, admissions and

some smaller tax revenues. ¢ Fines and Forfeitures were down 1.2 percent compared

to 2013 and were slightly behind budget expectations at
48.8 percent, due to low traffic infraction penalties. Traffic
infraction penalties are not receipted in January, so the budg-
et is collected in 11 months from February to December,
therefore this category will likely be close to budget by year
end. Current trends suggest this will be true as receipts
through the second quarter were closer to budgeted revenues
than they were at the end of the first quarter.

e The revenue generating regulatory license fee was 7.5
percent higher than the first half of 2013. This increase
means revenues were ahead of the budgeted amount at
62.3 percent of budget. This tax is charged to employers
on a per-employee basis, and fluctuates based on the timing
of when businesses submit their payments, as well as the
number of employees at each business, therefore a strong
performance in the first half may not recur in the second
half. °

e The business licenses (base fee) and franchise fees
were 3.9 percent higher than the same period in 2013 and

Miscellaneous revenue was up $128,900, or 23.8 per-
cent from 2013 and was ahead of budget at 88.1 per-
cent, largely due to an insurance recovery payment in 2014.

-to- 0y
General Fund revenues ended Year-to-Date Actual Budget % of Budget
General Fund % %
the second quarter $1.43 Resource Category 6/30/2013 6/30/2014 Change 2013 2014 Change 2013 2014
million higher than in 2013 Taxes:
(including interfund trans- Retail Sales Tax: General _ 7,875,995 8,637,061 9.7%) 15,057,904 15,263,571 1.4% 52.3% 56.6%]
N Retail Sales Tax Credit: Annexation 1,754,329 1,616,935 -7.8% 3,415,626 3,415,626 0.0%) 51.4% 47.3%]
fers), largely due to contin- Retail Sales Tax: Criminal Justice 865,714 925,375 6.9%] 1,634,287 1,666,973 2.0%) 53.0% 55.5%
ued growth in sales tax and Property Tax 8,675,613 8,966,959 3.4%] 16,619,200 16,953,959 2.0%] 52.2% 52.9%]
e Utility Taxes 7,624,293 7,772,988 2.0%] 14,618,866 14,779,443 1.1% 52.2% 52.6%]
development activity. Rev Generating Regulatory License 1,363,264 1,465,874 7.5%] 2,328,005 2,351,285 1.0% 58.6% 62.3%]
Other Taxes 511,173 543,115 6.2%] 1,063,975 1,073,303 0.9%) 48.0% 50.6%]
The General Fund is the larg- Total Taxes 28,670,380 | 29,928,307 4.4%| 54,737,863 | 55,504,160 | 1.4%| 52.4%| 53.9%)
est of the General Govern- Licenses & Permits:
ment Operating funds. Pri- Building, Structural & Equipment Permits 1,426,647 1,526,370 7.0%] 2,013,727 2,029,631 0.8%) 70.8% 75.2%]
) Business Licenses/Franchise Fees 2,177,511 2,263,296 3.9%] 4,193,597 4,295,440 2.4%] 51.9% 52.7%]
marily tax supported the fund Other Licenses & Permits 258,721 268,442 3.8%) 317,128 330,001 4.1% 81.6% 81.3%
accounts for services such as Total Licenses & Permits 3,862,880 4,058,107 5.1% 6,524,452 6,655,072 2.0% 59.2%| 61.0%
public safety, parks and rec- Intergovernmental:
- - i 0/ - 0/ 0, 0,
reatlon, and communlty de- Grants and Federal Entltlemer.m 17,720 46,501 162.4%) 198,622 104,421 47.4%| 8.9% 44.5%|
State Shared Revenues & Entitlements 479,162 557,347 16.3%) 1,033,781 1,237,172 | 19.7%] 46.4% 45.1%]
velopment. EMS - - N/A 884,645 884,645 |  0.0% N/A N/A
.. Total Intergover 496,882 603,849 21.5% 2,117,048 2,226,238 | 5.2%] 23.5%| 27.1%
(] Many significant General
Charges for Services:
Fund revenue sources Internal Charges 2,665,088 2,836,648 6.4% 5,396,481 5,717,970 6.0% 49.4% 49.6%)|
are economically sensi- Engineering Services 763,762 602,180 21.2%) 951,385 689,483 | -27.5% 80.3% 87.3%]
) Plan Check Fee 740,923 496,711 -33.0%) 1,082,220 1,279,914 | 18.3%] 68.5% 38.8%]
tive, such as sales tax Planning Fees 494,608 518,773 4.9% 848,164 775,550 [ -8.6%] 58.3% 66.9%
and development— Recreation 760,811 838,555 10.2%) 1,160,300 1,160,300 0.0%) 65.6% 72.3%]
Other Charges for Services 1,044,246 1,028,904 -1.5% 2,210,020 2,190,907 [ -0.9%) 47.3% 47.0%]
related fees. .
Total Charges for Services 6,469,438 6,321,770 -2.3%| 11,648,570 | 11,814,124 | 1.4%| 55.5%| 53.5%
Fines & Forfeits 953,005 941,540 -1.2% 1,928,925 1,929,999 0.1%] 49.4% 48.8%]
In 2014 about 428 of the W 541,136 670,024 23.8%] 743,138 760,627 2.4%) 72.8% 88.1%]
City’s 556 regular em- Total Revenues 40,993,722 | 42,523,596 3.7%| 77,699,996 | 78,890,220 [ 1.5%| 52.8%| 53.9%
Other Financing Sources:
P I¢.7y :?es were budgeted Interfund Transfers 99,780 N/A 402,008 270,323 | -32.8%) 24.8% N/A
within the general fund. Total Other Financing Sources 99,780 B N/A| 402,008 270,323 | -32.8%| 24.8% N/A
Total Resources 41,093,502 | 42,523,596 3.5%] 78,102,004 | 79,160,543 [ 1.4%| 52.6%| 53.7%
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General Fund Revenue continued

2014 Budget to Actual Comparison of Selected Taxes

General Sales Tax

|

Utility Taxes

Engineering Charges

DO Budget
B Actual

Planning Fees

- 2,50  5.00

7.50 10.00 12.50 15.00 17.50

Plan Check Fees

Building/Structural
Permits

2014 Budget to Actual Comparison of

Development Related Fees

f—T
——

OBudget
B Actual

1.00

2.00

- 0.50 1.50 2.50
$ Million $ Million
General Fund Expenditures
Year-to-Date Actual Budget % of Budget
General Fund % %

Department Expenditures 6/30/2013 6/30/2014 | Change 2013 2014 Change 2013 2014
Non-Departmental 683,205 677,435 -0.8%) 1,657,558 1,393,673 -15.9% 41.2% 48.6%
City Council 260,778 286,833 10.0%) 403,932 403,932 0.0% 64.6% 71.0%
City Manager's Office 873,968 944,631 8.1%) 2,064,111 1,911,468 -7.4% 42.3% 49.4%
Municipal Court 1,041,851 1,108,450 6.4%) 2,249,404 2,299,621 2.2% 46.3% 48.2%
Human Resources 614,844 673,375 9.5%) 1,263,257 1,451,068 14.9% 48.7% 46.4%
City Attorney's Office 665,205 672,647 1.1% 1,371,489 1,384,479 0.9% 48.5% 48.6%
Parks & Community Services 3,258,178 3,491,898 7.2% 7,453,991 7,661,403 2.8% 43.7% 45.6%
Public Works (Engineering) 2,045,394 2,312,185 13.0%) 4,756,261 5,079,098 6.8% 43.0% 45.5%
Finance and Administration 2,321,199 2,368,618 2.0%) 4,590,803 4,839,597 5.4% 50.6% 48.9%
Planning & Community Development 1,637,798 1,862,933 13.7%) 3,753,152 3,871,077 3.1% 43.6% 48.1%
Police 11,089,181 11,644,978 5.0%) 22,804,767 24,478,109 7.3% 48.6% 47.6%
Fire & Building 10,315,086 11,579,745 12.3%) 22,103,852 23,128,489 4.6%) 46.7% 50.1%
Total Expenditures 34,806,688 | 37,623,726 8.1%)| 74,472,577 | 77,902,014 4.6%|] 46.7%| 48.3%
Other Financing Uses:

Interfund Transfers 2,720,335 1,744,400 -35.9% 11,513,698 3,706,808 -67.8% 23.6% 47.1%
Total Other Financing Uses 2,720,335 1,744,400 | -35.9%|] 11,513,698 3,706,808 | -67.8%] 23.6%| 47.1%
Total Expenditures & Other Uses 37,527,024 | 39,368,125 4.9%] 85,986,275 | 81,608,822 -5.1%] 43.6%| 48.2%

Comparing 2014 and 2013 expenditures:
In the first half of 2014, excluding interfund transfers, General Fund expenditures were 8.1 percent higher than 2013,
although this increase was budgeted for as expenditures were slightly below budget with 48.3 percent of budgeted ex-
penses spent through the end of June.

Across the General Fund most of the $2.82 million increase in expenditures were personnel related.
A number of temporary, as well as some ongoing positions, were added during the 2013-14 Mid
Biennial process, which accounts for a portion of the increase, while normal personnel increases
make up the majority of the rest. Together salaries and benefits have increased $1.32 million.
Significant expenditure changes are highlighted below; for departments not highlighted below, in-

creases were largely due to personnel costs.

First half General Fund

(exclud

Actual expenditures for the City Council were up 10 percent compared to 2013 and finished

expenditures

ing “other

financing uses”) were

8.1 percent higher than
they were in 2013.

the second quarter at 71.0 percent of budget. Expenditures are ahead of budget because most of the City’s dues
and memberships are paid from the Council budget, and these are paid in full in January. Expenditures are higher
than in 2013 because of the community survey, which was budgeted and carried out in 2014.

The City Manager’s Office finished the first half of 2014 8.1 percent higher than in 2013. This is partly due to

personnel costs, but also because of higher professional services spending in 2014 related to Kirkland 2035 efforts.
This increase in expenses was anticipated, so the City Manager’s office finished the first quarter at 49.4 percent of

budget.

Public Works General Fund expenditures were up 13.0 percent due to new positions added in re-

sponse to high demand for permit applications. These additional expenditures were budgeted for and

Financial

Management Report as of June 30,

2014

Continued on page 5
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Financial Management Report as of June 30, 2014

have been mitigated by other staffing vacancies in the department, including the Maintenance Center Superintendent position,
which was vacant until the middle of April, meaning Public Works finished the quarter at 45.5 percent of budget.

Police expenditures finished the first six months of 2014 at 47.6 percent of budget. This is slightly below budget, with 50
percent of the year complete. The area with the lowest expenditures compared to budget was professional services, particu-
larly Care Custody of Prisoners costs for inmate medical and laundry. These costs are not necessarily spread evenly through-
out the year, therefore savings in the first half of the year do not necessarily indicate expenditures will finish the year under

budget.

Summary of Fire District 41 Funds
Expenditures for the Fire & Building Department grew 12.3 per- 2014 Revenues & Expenditures
cent over the second quarter of 2013. This increase is related to higher [Beginning Balance 5,223,879
personnel costs as positions were added to deal with the increased Investment Interest $ 10,391
workload from development services activities that has resulted in higher |Expenditures: $ 31,113
contract work and overtime costs (which are offset by revenues). As Current Balance $ 5,203,157

these expenses were anticipated, the department’s expenses finished
the second quarter at 50.1 percent of budget. A summary of Fire District #41 funds in shown in the table to the right.
Currently these funds are dedicated to the consolidated fire station capital project.

The budget for Interfund transfers is lower than in 2013, because there were a large number of transfers budgeted for the
Public Safety Building in 2013. Not all transfers budgeted for the Public Safety Building in 2013 were made, so these will be
made in 2014, pushing 2014 transfers over 100 percent of budget. As interfund transfers are known and planned expenses
actual expenditures should equal 100 percent of the biennial budget.

Sales Tax Revenue Analysis

The total in this section contains $135,000 that has been Sales Tax Receipts

passed to the Street Operating Fund so far in 2014, therefore Through June 2013 and 2014
the total is $135,000 higher than the sales tax figure in the &
General Fund Revenue table on page 3. ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘

First quarter general sales tax revenue was 9.5 percent

higher in 2014 than 2013. This growth in revenue was con- 2014:8.77M

centrated across the retail sales categories, with vehicle sales

making up the largest single increase. Sales tax revenue ‘ ; ‘ ‘ ‘ ‘ ‘ ‘ ; ;

received through June was from sales between November ’ ¢ Millions
2013 — April 2014.

2013: $8.01M

1 2 3 4 5 6 7 8 9 10

Review by business sectors:

e Contracting was up 6.6 percent through June compared to 2013. Contracting was among the largest growth sectors
in the City through the first half of 2013, but slowed later in the year. A sharp decline in January 2014 meant the year
started significantly below the 2013 number, but consistent growth through the other five months of 2014 lead to overall
growth through for the first half of 2014.

e Sales tax from the retail sectors was collectively up 7.9 percent compared to 2013.

e The auto/gas retail sector was up 6.2 percent in the first quarter of 2014. Although auto sales continued to be higher
than they were in 2013, sales slowed in March for the first time in two years, and the rate of increase has slowed overall.

¢ General merchandise/miscellaneous retail sector was up 2.8 percent in 2014 compared to 2013.
e The retail eating/drinking sector was up 7.1 percent, an increase of $45,800, compared to the first half of 2013.

e Other retail was up 16.1 percent compared to the same period last year due to strong increases in sales from building
& garden stores, food and beverage retailers, and online retailers.

e The services sector was up 8.7 percent compared to 2013. Year-to-date revenue in most subsectors grew moderately.
The exceptions to this were: professional scientific, which was higher due to new companies reporting revenue; and other
information, where 2014 revenues were skewed upwards as a single taxpayer paid multiple months at once.

e Wholesale was up 4.9 percent compared to last year. Similar to contracting and auto sales, one month in the first
quarter of 2014 posted lower sales than 2013, in this case February, but growth in the other five months meant positive
growth for the year so far.

e The miscellaneous sector was up 40.4 percent due to a large payment from an aviation company as well as increased
revenues from the statewide pool made up of sales tax revenue submitted to the Department of Revenue but not appro-
priately coded.

e The communications sector was up 14.7 percent, due to broad growth across telecoms companies in the City.
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City of Kirkland Actual Sales Tax Receipts

Business Sector January-June Dollar Percent | Percent of Total | Percent of Kir k/anqs sales tax .base B
Group 2013 2014 | Change | Change | 2013 | 2014 | Change | KokUZUCEAZERZl2A%4
Services 1,019,964 | 1,109,164 89,200 8.7% | 12.7% | 12.6% 11.7% | RSl
Contracting 1,288,133 | 1,373,719 85,586 6.6% | 16.1% | 15.7% [EWXAN grouped and analyzed by
Communications 221,862 254,404 32,542 14.7% 2.8% 2.9% FRLAAR Ousiness sector (according
Auto/Gas Retail 2,005,571 | 2,130,288 124,717 6.2% | 25.0% | 24.3% SN (0 NAICS, or “"North
Gen Merch/Misc Retail 993,127 | 1,020,516 27,389 2.8% | 12.4% | 11.6% EXAN American Industry
Retail Eatmg/Drlnklng 641,636 687,474 45,838 7.1% 8.0% 7.8% 6.0% Classification 5y5tem’9'
Whoscale. A I I L A T A R | 2SS Sector
olesale , ’ , .97 .070 .07 D270 P
Miscellaneous 420,771 | 590,877 | 170,106 | 40.4% | 53%| 6.7% XAl 9/OuPings are used to
Total 8,010,995 8,772,061 | 761,066 9.5% [100.0% [100.0% | 100.0%

City of Kirkland Actual Monthly Sales Tax Receipts

Sales Tax Receipts Dollar Percent Whe/_7 ana/yz/ng_ monthly sa/e._s tax rece/pzfs, the_'re are two items _of

Month 2013 2014 Ghangel |l change special note:' First, most businesses remit their sales tax co//ectlons_
January 1,333,113 1,390,304 57,191 4.3% | fo the Washington State Department of Revenue on a monthly basis.
February 1,618,028 1,800,690 182,662 11.3% | Small businesses only have to remit their sales tax collections either
March 1,225,511 1,291,149 65,638 5.4% | quarterly or annually, which can create anomalies when comparing
April 1,181,984 1,285,803 103,819 8.8% | the same month between two years. Second, for those businesses
May 1,387,795 | 1,601,648 | 213,853 15.4% | which remit sales tax monthly, there is a two month lag from the
June 1,264,563 | 1,402,468 | 137,905 10.9% | time that sales tax is collected to the time it is distributed to the City.
Total 8,010,994 | 8,772,062 | 761,068 9.5%

e  Growth in monthly sales tax revenues was higher in the second quarter than during the first quarter, with gains in the second
quarter averaging over 10 percent.

e In April sales were higher than 2013 in every category. About 70 percent of the increase was split among wholesale, con-
tracting and the miscellaneous sector.

e May sales tax revenues saw the highest single month percentage increase when comparing 2013 and 2014. The growth was
largely concentrated in other retail, contracting, services and a strong performance in the auto/gas retail sector.

e In June growth continued in almost every category, most of the growth was concentrated in the same sectors as May 2014,
but was slightly offset by a decline in miscellaneous sector.

e During the first quarter of 2014 the boom in sales tax revenues from contracting, auto retail and services appeared to have
slowed and been replaced by growth in single digits across a number of sectors, particularly retail. This suggested that pent
up demand for housing and cars following the recession was beginning to be replaced by broader spending. Second quarter
results indicate that broad base growth is continuing and there was renewed strong growth in some major categories, such
as contracting and auto/gas retail.

Comparing to the same peri-
od last year:

up 0.5 percent compared to 2013, or $695. Taken together, re-
tail categories make up 63.8 percent of sales in this neighborhood.

Kirkland'’s sales tax base is
further broken down by busi-

ness district (according to

geographic area), as well as

R ELL L I LY L = 8 7 Totem Lake, which accounted
small businesses and busi- for 28.0 percent of the total
it s LUl <o es tax receipts through the
second quarter of 2014, was up
1.1 percent compared to 2013, or $27,300. Growth in Totem
Lake would be stronger, but for a large refund paid to a manu-
facturing business in 2014. Continued growth in the auto/gas
retail section, which is up $56,100, led this growth.

ence in Kirkland.

NE 85 Street, which made up 13.5 percent of the total sales
tax receipts in the first two quarters of 2014, was up 7.0 per-
cent compared to the same period last year. This area’s sales
grew due to improving retail performance, particularly auto
retail and general retail sales, which accounted for 96.6 per-
cent of the revenue in this neighborhood.

Downtown, which accounted for 6.6 percent of combined first
and second quarter sales tax receipts in 2014, was up 8.8
percent largely due to the continued growth of information
services revenues. Outside of this category, total retail busi-
nesses contributed about 65.1 percent of revenues from down-
town and saw moderate growth compared to 2013.

Carillon Point & Yarrow Bay, which accounted for 1.7 per-
cent of the total sales tax receipts the first half of 2014, were

Financial

Management Report as of June 30,

Houghton & Bridle Trails, which produced 2.5 percent of the
total sales tax receipts through the second quarter, were down 1.0
percent due to a decline in sales at eating & drinking establish-
ments.

Juanita, which generated 1.4 percent of the total sales tax receipts
during the first half of 2014, was up 0.9 percent compared to the
same period in 2013. Continued positive growth in eating & drink-
ing revenues along with growth in miscellaneous retail stores com-
bined with small increases in some other categories for a total in-
crease of $6,500.

North Juanita, Kingsgate, & Finn Hill accounted for 3 percent
of the total sales tax receipts in the first six months of 2014 and
were collectively up 2.4 percent over the first quarter of 2013.
Overall growth in the Kingsgate and Finn Hill neighborhoods was
offset by a decline in revenues from stores in the North Juanita
neighborhood.

Other revenue not assigned to a single district grew by 26.0 per-
cent over 2013 due to a large payment from an aviation company,
which was not assigned to one of the above business districts.

Second quarter tax receipts by business district for 2013 and 2014
are compared in the table on the next page.

2014 Page 6
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When reviewing sales tax
receipts by business district,
it's important to be aware
that 47.7 percent of the rev-

enue received in the first
quarter of 2014 was in the
'unassigned or no district”
category largely due to con-
tracting and other revenue,
which includes revenue from
internet, catalog sales and
other businesses located
outside of the City. This
percentage has grown in
recent years as internet
sales have grown in volume.

Management Report as of June 30, 2014

Business District Jan - Jun Receipts Dollar Percent | Percent of Total

2013 2014 Change | Change | 2013 2014
Totem Lake 2,428,125| 2,455,407 27,282 1.1%| 30.3%| 28.0%
NE 85th St 1,108,153 1,185,590 77,437 7.0%| 13.8%| 13.5%
Downtown 534,181 581,395 47,214 8.8% 6.7% 6.6%
Carillon Pt/Yarrow Bay 152,007 152,702 695 0.5% 1.9% 1.7%
Houghton & Bridle Trails 219,780 217,527 (2,253) -1.0% 2.7% 2.5%
Juanita 124,291 125,413 1,122 0.9% 1.5% 1.4%
Kingsgate 88,195 94,560 6,365 7.2% 1.1% 1.1%
North Juanita 116,685 118,690 2,005 1.7% 1.5% 1.4%
Finn Hill 49,117 52,643 3,526 7.2% 0.6% 0.6%

Unassigned or No District:

Contracting 1,286,797 1,372,280 85,483 6.6%| 16.1%| 15.6%
Other 1,903,664 2,415,854 512,190 26.9% 28.5% 32.1%
Total 8,010,995| 8,772,061| 761,066 9.5%| 100.0%| 100.0%

« Sales Tax Revenue Outlook sales tax revenue in the first half of 2014 has continued to grow compared to 2013,
although year-on-year gains are much smaller between 2013 and 2014 than they were between 2012 and 2013. Additionally, the
sectors driving the growth in 2013, while still growing, have slowed in 2014 which has led to the overall slow down in the rate of
growth. This suggests that the pent up demand in the construction and auto industry seen in 2013 may have levelled off. De-
spite this, growth has remained consistent across most sectors and major business districts, and growth in the second quarter
was actually stronger than in the first quarter.

OFFICE VACANCIES:

According to the latest report from
CB Richard Ellis Real Estate Ser-
vices, Kirkland’s office vacancy
rate in the first quarter of 2014
was 4.5 percent, less than half the
Puget Sound average of 14.2 per-
cent, and the lowest in the Puget
Sound region. Overall the Eastside
has the third lowest vacancy rate
in the Puget Sound region, behind
Downtown Seattle and Tacoma/
Fife with an office vacancy rate of
13.2 percent in the second quarter
of 2014.

Overall vacancy rates in the Puget
Sound region have fallen for the
fourth straight quarter with net
absorption totaling over 500,000
square feet.

The region currently has
3,109,094 SF of office space under
construction, including 180,000 SF
in Kirkland and the continued
expansion of Amazon near their
current South Lake Union head-
quarters.

LODGING TAX REVENUE:

Lodging tax revenue grew slightly
compared to 2013, finishing the
second quarter up 7.5 percent, an
increase of $7,000, which put reve-
nues at 42.4 percent of budget.

Economic Environment Update The June update from the Washington State Economic and
Revenue Forecast Council (ERFC) found the Washington economy added 22,000 net new jobs
from December 2013 through June 2014, 2,100 fewer than forecast. Private, service-providing
industries accounted for most of the job growth adding a net 13,800 jobs, although this was few-
er than expected. The construction sector added 5,200 jobs but manufacturing added only 400.
Public sector payrolls added 2,500 jobs, which was more than forecast in February. Hiring by
state and local government agencies continued to offset losses at the federal level.

Consumer confidence showed moderate growth in the second quarter of 2014. The Consumer
Confidence Index began the second quarter at 82.3, remained the same in April and May be-
fore rising slightly to 85.2 in June. This is 5 points higher than at the start of the year when con-
sumer confidence stood at 80.7. According to the Conference Board, “Consumer confidence con-
tinues to advance and the index is now at its highest level since January 2008 (87.3). June’s in-
crease was driven primarily by improving current conditions, particularly consumers’ assessment
of business conditions. Expectations regarding the short-term outlook for the economy and jobs
were moderately more favorable, while income expectations were a bit mixed. Still, the momen-
tum going forward remains quite positive.”

The U.S. unemployment rate for June 2014 was 6.1 percent, which was higher than the sea-
sonally adjusted rate for Washington State, 5.8 percent. These rates are down from 7.5 percent
nationally and 7.0 percent in Washington in June 2013. The Seattle/Bellevue/Everett provisional
unemployment rate for June 2014 was 5.3 percent, up from 5.2 percent in June 2013. The un-
employment rate in Kirkland was 4.7 percent in June 2014, down from 5.3 percent in June 2013,
and down from 5.3 percent in March 2014. Note that the Bureau of Labor Statistics (BLS) data
for the City of Kirkland does not yet include the 2011 annexation areas, and these areas will not
be included until early 2015 when the database will be updated based on Census data according
to the BLS. Unemployment data is reported on a one month lag at the national and state levels
and on a two month lag at the county and city levels.

The Institute of Supply Management Western Washington Index slowed in the second quarter of
2014. After soaring to 68.7 in February, the highest reading in two years, the index declined to

(Continued on page 8),



Economic Environment Update continued

53.7 in April, before rebounding to 59.6 in May. Despite the

decline the index remains healthy, indicated by a score Valuation of Building Permits
above 50, and has done so every month since July 2009. Second Quarter Total 2013 and 2014

. . i (in millions $)
Local development activity, in terms of the valuation of

the City’s building permits for the second quarter of 2014, 193.0
has risen compared to 2013. This is illustrated in the chart

to the right. Development activity has increased across the 10

board, with an 18 percent increase in the value of single 107.9 02013
family permits, slightly offset by a 14 percent decrease in 53.6 030 12 m2014
the value of multi family permits, although the overall dollar g 25.8 222

amount is relatively small. The largest percentage and over- [

all dollar increase is in the commercial sector, as a number Single Family ~ Multi Family/Mixed ~ Commercial Total

of large permits, including the Google expansion project, Use

were paid in the first quarter of 2014.

Regional home prices continue to rise. According to the S&P/Case-Shiller Home Price Indices, seasonally adjusted Seattle area home
prices have risen in each of the last 29 months and, as of April 2014, are now 11.2 percent higher than in the previous April. Even with
the recent gains, Seattle area home prices are still 12.2 percent lower than their 2007 peak.

Inflation in the Seattle area has risen and is now slightly higher than the national average. In April 2014, the Seattle all items CPI was
2.4 percent higher than the previous year compared to the 2.0 percent increase for the U.S. city average. Core inflation was 2.3 percent
compared to 1.8 percent for the nation. The above average inflation rate in Seattle is entirely due to more rapidly rising shelter costs.

Investment Report place an undue financial burden on the City.

MARKET OVERVIEW The City’s portfolio increased in the 2nd quarter of 2014 to
$146.5 million compared to $136.3 million on March 31, 2014.
The increase in the portfolio is related to the normal cash flows
of the 2nd quarter, as the first half of property taxes is received
at the end of April and early May.

Economic activity picked up in the 2nd Quarter with Gross Domes-
tic Product (GDP) increasing at an annual rate of 4 percent com-
pared to the 2.1 percent decline for the first quarter. The Fed
Funds rate remains at 0.25 percent, where it is expected to stay

until mid-to-late 2015. The yield curve flattened slightly with Investments by Category
rates falling on the short and long end and rising slightly in the 2 Mone CDs
year range. Marke‘{ 9% State Pool

19%

10%

Treasury Yield Curve Other
3.50% Securities

3.00% 13%
2.50%
2.00%

Sweep Acct
8%

Agency

41%
1.50%
1.00% Total Portfolio: $146.5 million
0.50% 4_'//
U.UUD/O al T T T T T
3 mo 6 mo 2yr Syr 10 yr 20 yr Diversification
3/31/2014 Treasury =~ —#—6/30/2014 Treasury The City’s current investment portfolio is composed of Govern-

ment Sponsored Enterprises (GSEs) bonds, US Government
Obligations, State and Local Government bonds, Bank CDs,
CITY PORTFOLIO Money Market Accounts, the State Investment Pool and an

The primary objectives for the City of Kirkland’s investment activi- ©vernight bar;k sweep account. City investment procedures
ties are: legality, safety, liquidity and yield. Additionally, the City ~2llow for 100% of the portfolio to be invested in U.S. Treasury
diversifies its investments according to established maximum al- or Federal Government obligations.

lowable exposure limits so that reliance on any one issuer will not

Financial Management Report as of June 30, 2014 Page 8
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2014 ECONOMIC
OUTLOOK and
INVESTMENT STRATEGY

The outlook for growth in the
U.S. economy looks mostly
unchanged from that of three
months ago, according to 43
forecasters surveyed by the
Federal Reserve Bank of Phila-
delphia. The U.S. economy is
expected to grow at an annual
rate of 2.8 percent in 2014 and
3.1 percent in 2015. CPI infla-
tion is expected to average 2.3
percent in 2014 and 2.2 per-
cent in 2015. The unemploy-
ment rate is expected to aver-
age 6.3 percent in 2014 and fall
to 5.7 percent in 2015. The
Fed Funds rate, currently at
0.25 percent, is expected to
remain at this level throughout
2014 and into 2015.

The duration of the portfolio
remains under 2 years as the
purchase of longer term securi-
ties in the last quarter of 2012
continue to move toward ma-
turity. Investment activity may
increase in next 2 quarters as
the City has entered into a con-
tract for investment advisory
services. Recommendations
may be proposed by the invest-
ment advisor to rebalance the
investment portfolio to take
advantage of rising interest
rates. Rebalancing could in-
volve selling some of the low
performing securities to be
replaced with securities gener-
ating greater interest returns.

The opportunities for increasing
portfolio returns are scarce as
short term interest rates contin-
ue at historically low levels.
During periods of low interest
rates the portfolio duration
should be kept shorter with
greater liquidity so that the City
is in a position to be able to
purchase securities with higher
returns when interest rates
begin to rise. The State Pool is
currently at 0.08 percent and
will continue to remain low as
the Fed Funds rate remains at
0.00 to 0.25 percent. Total
estimated investment income
for 2014 is $690,000.

Management Report as of June 30,
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Investment Report continued
Liquidity
The target duration for the City’s portfolio is based on the 0-5 year U.S. Treasury. The average

maturity of the City’s investment portfolio decreased from 1.81 years on March 31, 2014 to 1.56
years on June 30, 2014 as the securities in the portfolio move closer to maturity.

Yield

The City Portfolio yield to maturity declined slightly to 0.56 percent on June 30, 2014 from 0.59
percent on March 31, 2014. Through June 30, 2014, the City’s annual average yield to maturity
also declined slightly from 0.58 percent to 0.57 percent. The City’s portfolio benchmark is the
range between the 90 day Treasury Bill and the 2 year rolling average of the 2 year Treasury
Note. This benchmark is used as it is reflective of the maturity guidelines required in the Invest-
ment Policy adopted by City Council. The City’s portfolio outperformed both the 90 day T Bill
and the 2 year rolling average of the
2 year Treasury Note, which was 0.31
percent on June 30, 2014.

Investment Interest Rate Comparisons
1.860%
1.60%
The City’s practice of investing fur- 140%
ther out on the yield curve than the ~ 20%
State Investment Pool results in earn- ;Zgi
ings higher than the State Pool dur- 0.60% . _
ing declining interest rates and lower
earnings than the State Pool during :‘_F ﬂ_’: %—t
periods of rising interest rates. This ; ; ; . .
can be seen in the adjacent graph. 2010 2o 2012 2013 2014

0.40% -
0.20% -
0.00%

o2 Yr Rolling Avg of the 2Yr T Note @ State Investment Pool mPortfolio Average

Portfolio Size
185,000,000
E 135,000,000 2011
E 2012
< 85,000,000 - m2013
m2014
35,000,000 -
1 2 3 4 5 6 7 8 9 10 11 12
Month
Monthly Interest Earned
500,000
400,000
= ®2011
g 300,000 T 2012
E 200,000 e s | W2013
100,000 fof b B b p e R F ) 22018
1 2 3 4 5 6 7 8 9 10 11 12
Month




Reserves are an important indicator of the City’s fiscal health and effectively represent "savings accounts” that are established

to meet unforeseen budgetary needs (general purpose reserves) or are dedicated to a specific purpose. The reserves display budg-
eted beginning 2013 and ending 2014 balances, with changes caused by subsequent authorized uses or additions.

Reserve Analysis

General Purpose Reserves

e The Revenue Stabilization Reserve was used almost in its entirety during the 2009-10 biennium as part of the budget balancing strategy to ad-
dress the severe economic downturn, which allowed the City to mitigate some negative impacts to services. Contributions have been made to replen-
ish the reserves since then and with planned contributions in 2014, the reserve is expected to be at target by the end of 2014.

e The Building and Property Reserve has been identified as an available funding source for facility expansion and renovation projects and a signifi-
cant portion is planned to be used during the current biennium, which will bring the reserve just slightly below target. Planned transfers have been
delayed until 2014 due to the timing of funding needs for the Kirkland Justice Center Building.

e The General Capital Contingency Reserve was used to fund project cost increases in the previous biennium, so replenishment from General Fund
2012 year-end cash was planned in 2013. The recent use of $820,000 of this reserve to provide funding for property acquisition for Totem Lake Park
expansion is planned to be replenished from King County Park Levy revenue over approximately 4 years.

General Capital Reserves

® Real estate activity remains relatively strong in 2014, although below the same period in 2013. Real Estate Excise Tax (REET) collections are
13.2 percent behind 2013, six months through the year. Revenue is still on trending above budget expectations at 76 percent of budget after
the second quarter.

o Impact fees are 153 and 202 percent of budget for Park and Transportation respectively. Despite this strong performance this is 39.3 percent
below the same period last year for Parks, while Transportation Impact fees are about 44.4 percent ahead. There is minimal planned use of
transportation impact fees for capital projects and no planned use of park impact fees for park capital projects in the current budget cycle except for
debt related to parks. As with REET, the budgeted ending balance for Impact Fees will be reviewed at the end of 2014.

The City is in the process of completing several master plans this year, which likely will identify significant capital needs. The positive revenue perfor-
mance above budget could be a source to help fund

Est. 2013 Adopted Revised

Revised
Reserves Beginning | 2014 Ending | 2014 Ending || 2013-14 | over (Under) The target comparison reflects revised
! ! ! Target Target ending balances to the targets estab-
GENERAL PURPOSE RESERVES WITH TARGETS lished in the budget for th
General Fund Reserves: Isned in / e buaget process for those

General Fund Contingency 50,000 50,000 3,382 50,000 (46,618), reserves with targets.

General Oper. Reserve (Rainy Day) 2,806,513 2,806,513 2,806,513 4,219,482 (1,412,969)

Revenue Stabilization Reserve 1,231,431 2,468,068 2,468,068 2,468,068 0

Building & Property Reserve 2,137,598 571,579 571,579 600,000 (28,421)

Council Special Projects Reserve 250,000 178,372 33,072 250,000 (216,928) General Purpose reserves are funded
Contingency 2,201,870 2,426,425 2,426,425 4,275,442 (1,849,017) from genera[ revenue and may be used
General Capital Contingency* 2,686,587 4,810,795 3,990,795 5,735,330 (1,744,535) for any general government function.
General Purpose Reserves with Targets 11,363,999 | 13,311,752 | 12,299,834 || 17,598,322 | (5,298,488)

ALL OTHER RESERVES WITH TARGETS
General Fund Reserves:

Litigation Reserve 350,000 350,000 350,000 50,000 300,000

Firefighter's Pension Reserve* 1,746,298 1,484,958 1,484,958 1,568,207 (83,249) All Other Reserves with Targets have
Health Benefits Fund: restrictions for use either from the fund-

Claims Reélewé* 1,187,813 2,615,856 2,615,856 1,424,472 1,191,384 ing source or by Council-directed policy

Bate Stablllz.atlon Reserve 1,000,000 1,000,000 1,000,000 500,000 500,000 (Sllch as the l.itigation Resel’Ve).

Excise Tax Capital Improvement:

REET 1%* 3,477,948 4,507,512 2,933,824 1,071,000 1,862,824

REET 2%* 2,284,826 2,319,112 2,073,800 2,225,500 (151,700)
Water/Sewer Operating Reserve: 2,414,471 2,414,471 2,414,471 1,979,380 435,091
Water/Sewer Debt Service Reserve: 488,200 498,591 498,591 508,717 (10,126)|
Water/Sewer Capital Contingency: 1,107,600 1,107,600 1,107,600 250,000 857,600
Surface Water Operating Reserve: 706,364 706,364 706,364 412,875 293,489
Surface Water Capital Contingency: 816,480 816,480 816,480 758,400 58,080
Other Reserves with Targets 15,580,000 [ 17,820,944 | 16,001,944 (| 10,748,551 5,253,393
Reserves without Targets 35,751,424 | 35,847,270 | 35,845,216 n/a n/a
Total Reserves 62,695,423 | 66,979,966 | 64,146,994 n/a n/a

*Includes replenishments adopted in early April 2013 and adjustments to actual cash balances adopted in June.
**Includes replenishments adopted in early April 2013 and adjustments to actual cash balances adopted in June; does not reflect

increased collections in 2013.

USES AND ADDITIONS HIGHLIGHTS

RESERVE AMOUNT DESCRIPTION
[2013-14 Council Authorized Uses ]
The summary to the right details all 2013 First Quarter Uses $302,000
5 5 i 2013 Second Quarter Uses $626,319
Council authorized uses and additions )
hrouah June2014 2013 Third Quarter Uses $489,981
L 9. 2013 Fourth Quarter Uses $1,103,451
2014 First Quarter Uses $1,369,000
Council Special Projects Reserve $25,000 Nourishing Networks Operating Support
Council Special Projects Reserve $75,300 Totem Lake Economic Impact Study
Council Special Projects Reserve $16,000 Kirkland Performance Center Operating Support
Council Special Projects Reserve $7,000 Imagine Housing
General Fund Contingency $37,500 Salary Survey & Climate Change Population Measures
2013-14 Council Authorized Additions
Real Estate Excise Tax 2 - Transp. $77,303 Return from NE 120th Street Extension (East)
Surface Water Transportation $49,000 Return from NE 112th Street Sidewalk
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General Fund and Contingency
reserves are funded from gen-

eral purpose revenue and are
governed by Council-adopted
policies.

Special Purpose reserves reflect
both restricted and dedicated
revenue for specific purpose, as
well as general revenue set
aside for specific purposes.

General Capital Reserves pro-
vide the City the ability to re-
spond to unexpected changes in
costs and accumulate funds for
future projects. It is funded
from both general revenue and
restricted revenue.

Utility reserves are funded from
utility rates and provide the
utilities with the ability to re-
spond to unexpected costs and
accumulate funds for future
replacement projects.

Internal service funds are fund-
ed by charges to operating de-
partments. They provide for the
accumulation of funds for re-

placement of equipment, as well
as the ability to respond to un-
expected costs.

Management Report as of June 30, 2014
Est. 2013 Adopted Additional Revised
Reserves Description Beginning |2014 Ending] Authorized |2014 Ending
Balance Balance Uses/Additions Balance
GENERAL FUND/CONTINGENCY
General Fund Reserves:
General Fund Contingency Unexpected General Fund expenditures 50,000 50,000 (46,618) 3,382
General Oper. Reserve (Rainy Day) Unforeseen revenues/temporary events 2,806,513 2,806,513 0 2,806,513
Revenue Stabilization Reserve Temporary revenue shortfalls 1,231,431 | 2,468,068 0| 2,468,068
Building & Property Reserve Property-related transactions 2,137,598 571,579 0 571,579
Council Special Projects Reserve One-time special projects 250,000 178,372 (145,300) 33,072
Contingency Unforeseen expenditures 2,201,870 | 2,426,425 0| 2,426,425
Total General Fund/Contingency 8,677,412 | 8,500,957 (191,918)| 8,309,039
SPECIAL PURPOSE RESERVES
General Fund Reserves:
Litigation Reserve Outside counsel costs contingency 350,000 350,000 0 350,000
Labor Relations Reserve* Labor negotiation costs contingency 65,348 65,348 0 65,348
Police Equipment Reserve* Equipment funded from seized property 48,685 58,685 0 58,685
LEOFF 1 Police Reserve Police long-term care benefits 618,079 618,079 0 618,079
Facilities Expansion Reserve Special facilties expansions reserve 800,000 - 0 0
Development Services Reserve* Revenue and staffing stabilization 1,004,194 | 1,187,020 0| 1,187,020
Development Svcs. Technology Reserv|Permit system replacement 264,810 159,792 0 159,792
Tour Dock* Dock repairs 138,892 171,392 0 171,392
Tree Ordinance* Replacement trees program 29,717 29,717 0 29,717
Revolving/Donation Accounts* Fees/Donations for specific purposes 451,090 537,890 0 537,890
Lodging Tax Fund* Tourism program and faciities 240,991 221,951 0 221,951
Cemetery Improvement* Cemetery improvements/debt service 662,614 712,174 0 712,174
Off-Street Parking Downtown parking improvements 147,016 212,836 0 212,836
Firefighter's Pension* Long-term care/pension benefits 1,746,298 | 1,484,958 0| 1,484,958
Total Special Purpose Reserves 6,567,734 | 5,809,842 0| 5,809,842
GENERAL CAPITAL RESERVES
Excise Tax Capital Improvement:
REET 1%** Parks/transportation/facilities projects, 3,477,948 | 4,507,512 (1,573,688)( 2,933,824
parks debt service
REET 2** Transportation and other capital projects 2,284,826 | 2,319,112 (245,312) 2,073,800
Impact Fees
Roads** Transportation capacity projects 2,060,540 | 2,066,737 0 2,066,737
Parks** Parks capacity projects 685,727 598,023 0 598,023
Street Improvement Street improvements 995,958 995,958 0 995,958
General Capital Contingency* Changes to General capital projects 2,686,587 | 4,810,795 (820,000)| 3,990,795
Total General Capital Reserves 12,191,586 | 15,298,137 (2,639,000)| 12,659,137
UTILITY RESERVES
Water/Sewer Utility:
Water/Sewer Operating Reserve Operating contingency 2,414,471 2,414,471 0 2,414,471
Water/Sewer Debt Service Reserve*  |Debt service reserve 488,200 498,591 (1] 498,591
Water/Sewer Capital Contingency Changes to Water/Sewer capital 1,107,600 | 1,107,600 0 1,107,600
Water/Sewer Construction Reserve Replacement/re-prioritized/new projects 9,093,871 | 8,228,606 0| 8,228,606
Surface Water Utility:
Surface Water Operating Reserve Operating contingency 706,364 706,364 0 706,364
Su‘rface Water Capital Contingency Changes to Surface Water capital 816,480 816,480 0 816,480
Surface Water-Transp. Related Rsv Reblacément/re»prioritized/new projects 3,794,629 | 4,580,229 (153,619) 4,426,610
Surface Water Construction Reserve Trans. related surface water projects 1,990,126 | 1,485,091 (465,000)| 1,020,091
Total Utility Reserves 20,411,741 | 19,837,432 (618,619)| 19,218,813
INTERNAL SERVICE FUND RESERVES
Health Benefits:
Claims Reserve* Health benefits self insurance claims 1,187,813 | 2,615,856 0| 2,615,856
Rate Stabilization Reserve Rate stabilization 1,000,000 | 1,000,000 0| 1,000,000
Equipment Rental:
Vehicle Reserve* Vehicle replacements 9,154,784 | 9,260,709 0| 9,260,709
Radio Reserve Radio replacements 7,686 7,686 0 7,686
Information Technology:
PC Replacement Reserve* PC equipment replacements 308,256 482,150 0 482,150
Technology Initiative Reserve Technology projects 690,207 523,835 0 523,835
Major Systems Replacement Reserve Major technology systems replacement 245,500 656,200 0 656,200
Facilties Maintenance:
Operating Reserve Unforeseen operating costs 550,000 550,000 1] 550,000
Facilities Sinking Fund* 20-year facility life cycle costs 1,702,704 | 2,437,162 (475,711)| 1,961,451
Total Internal Service Fund Reserves 14,846,950 | 17,533,598 (475,711)| 17,057,887

| Grand Total

62,695,423 [ 66,979,966 |

(3,925,248)[ 63,054,718

*Includes replenishments adopted in early April 2013 and adjustments to actual cash balances adopted in June.
**Includes replenishments adopted in early April 2013 and adjustments to actual cash balances adopted in June; does not reflect
increased collections in 2013, which will be considered for budget adjustments.
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The Financial Management Report (FMR) is a high-level sta-
tus report on the City’s financial condition that is produced
quarterly.

Financial

It provides a summary budget to actual and year
over year comparisons for year-to-date revenues and
expenditures for all operating funds.

The Sales Tax Revenue Analysis report takes a clos-
er look at one of the City’s larger and most economically
sensitive revenue sources.

Economic environment information provides a brief
outlook at the key economic indicators for the Eastside
and Kirkland such as office vacancies, residential hous-
ing prices/sales, development activity, inflation and un-
employment.

The Investment Summary report includes a brief
market overview, a shapshot of the City's investment
portfolio, and the City’s year-to-date investment perfor-
mance.

The Reserve Summary report highlights the uses of
and additions to the City’s reserves in the current year
as well as the projected ending reserve balance relative
to each reserve’s target amount.

Tracey Dunlap, Director of Finance &
Administration

Michael Olson, Deputy Director of
Finance & Administration

Tom Mikesell, Financial Planning
Manager

Neil Kruse, Senior Financial Analyst
Kyle Butler, Budget Analyst
George Dugdale, Budget Analyst

City of Kirkland
123 5th Avenue
Kirkland, WA 98033

Economic Environment Update References:

e  The Conference Board Consumer Confidence Index Press Release June 25, 2014

e  Carol A. Kujawa, MA, A.P.P., ISM-Western Washington, Inc. Report On Business, Institute for Supply Management-

Western Washington, June, 2014

e  Quarterly Economic and Revenue Publication, June 2014—Washington State Economic & Revenue Forecast Council

e (B Richard Ellis Real Estate Services, Market View Puget Sound, Second Quarter 2014

e (B Richard Ellis Real Estate Services, Market View Puget Sound, Second Quarter 2013

e  Northwest Multiple Listing Service

e  U.S. Bureau of Labor Statistics

e  Washington State Employment Security Department
e  Washington State Department of Revenue

e  Washington State Department of Labor & Industries
e ity of Kirkland Building Division

e ity of Kirkland Finance & Administration Department

Management Report as of June 30, 2014 Page 12



